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Abstract
In a search and matching environment, this paper assesses a range of modeling setups against 
macro evidence for the monetary transmission mechanism in the euro area. In particular, we 
assess right-to-manage vs. effi cient bargaining, fl exible vs. sticky wages, interactions at the fi rm 
level between price and wage-setting, alternative forms of hiring frictions, search on-the-job and 
endogenous job separation. Models with wage stickiness and right-to-manage bargaining or 
with fi rm-specifi c labour imply a suffi cient degree of real rigidity, and so can reproduce infl ation 
dynamics well. However, they imply too small a response on the employment margin. The other 
model variants fi t employment dynamics better, but then imply too little real rigidity and, so, too 
volatile infl ation, owing to strong responses of marginal wages and hours per employee. Further 
sources of real rigidities – possibly from outside of the labour market – seem to be needed to 
simultaneously explain the responses of wages, infl ation and employment.
JEL Classifi cation: E31,E32,E24,J64.
Keywords: Infl ation Dynamics, Labour Market, Business Cycle, Real Rigidities.
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0.0
1.0
2.0
0 4 8 12
Quarters after shock
Percentage
deviation
from trend
Output
-1.0
-0.5
0.0
0.5
0 4 8 12
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Percent. point
deviation from
steady state
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0.5
1.0
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from trend
Real wage
per hour
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Quarter-on-qtr,
percent. points
(ann.)
Inflation
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1.0
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Quarters after shock
Percentage
deviation
from trend
Hours per
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0.0
0.5
1.0
1.5
2.0
0 4 8 12
Quarters after shock
Quarter-on-quarter,
percent. p. (ann.)
Inflation
-0.60
-0.40
-0.20
0.00
0 4 8 12
Quarters after shock
Percent. point dev.
from steady state
Unemploy-
ment rate
-1.0
-0.8
-0.6
-0.4
-0.2
0.0
0 4 8 12
Quarters after shock
Percent. points (ann.)Interest
rate
0.0
1.0
2.0
3.0
4.0
5.0
0 4 8 12
Quarters after shock
Percent. deviation
from trend
Real wage
per hour
-0.1
0.2
0.4
0.6
0.8
0 4 8 12
Quarters after shock
Percent. deviation
from trend
Output
-10.0
40.0
Right-to-manage
Efficient bargaining
data
0.0
0.2
0.4
0 4 8 12
Quarters after shock
Percent. deviation
from trend
Hours per
worker
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